2 St January 14, 1992

Dear Ms. O'Vuka

Pursuant to our conversation yesterday, enclosed
please find a copy of the audited 1990 balance sheet
(including the relevant portion of the footnotes) and a
preliminary draft of the 1991 balance sheet (for which draft
footnotes are not yet avajilable) for the proposed acquired
company. - y

In the 1990 balance sheet, you will see that the
eun of the "Cash and temporary investments, restricted" and
the restricted amount set forth in "Accounts receivable,
fncluding $616,821 restricted in 1990 for premiums payable®,
is §13,662,369 and the corresponding liability, "Premiums
payable to insurance companies®, is the same amount. Note 4
to the 1990 financial statements explains that the
restricted temporary investments are maintained in fiduciary
accounts. The matched book is even clearer in the 1991
balance sheet, As you can see, at December 31, 1991, the
"Cash and temporary investments, restricted" is $11,947,644,
and the corresponding liability, "Premiums payable to
insurance companies®, is also $11,947,644,

I thought it might be helpful to set forth an

excerpt from the agreement between the insurance company and
the: proposed acquired corpany which describes the mechanism:
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for the handling of fiduciary funds. In the following
excerpt, "administrator® refers to the acquired company and
"Company" refers to the insurance company:

®All premiums, return premiums, loss payments,
reinsurance proceeds and other funds relating to the
Business Covered By This Agreement raceived by Adminis-
trator are the property of Company and shall be held by
Adninistrator as trustee for the Company until deliv=-
ered to Company, the insured, the claimant or the
reinsurers as applicable. The trust relationship and
Conpany's ownership of unpaid premiums which have not
been collected by Administrator shall not be modified,
atfected or waived by the keeping of an account on
Company's or Administrator's books as a creditor and
debtor account, the payment of balances at stated
periods, the retention of administrative fees by
Administrator or the acceptance of net premiums from
agents and brokers. Administrator will maintain
Company's monies in one or more separate bank accounts
and will not mingle such monies with its own funds.
Administrator may withdraw such monies to pay reinsur-
ance premiums, return premiums and losses or to pay
Administrator its fees and income on such monies.®

If you have any questions with respect to the
enclosed financial statements or otherwise, please do not
hesitate to call me.
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BALANCE SHEETS

AS_OF DECEMBER 31, 1990 AND 198%

SETS
19%0 _1989
CURRENT ASSETS:
Cash end caush equivalents $ 1,952,136 41,397,963
Cash and temporary investcents, restricted 13,045,548 5,414,979
Ingurance claim receivable (Note 3) 4,954,188 -
Accounts receivable, including $616,821
_cegtricted in 1990 for premiums payable 636,884 419,484
Prepald insurance premium (Note 3) 1,044,399 -
Due from related parties 683,918 268,463
Other current assets 166,209 61,487
Total current assets 22,483,282 7,862,376
FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS 839,272 811,174
" Leas~ Accumulated depreciation and amortization - (478,589) '(387583?)
360,683 423,348
OTHER ASSETS 16,796  26.42°
Total assets R $22,860,761 $6,012,146

The accompanying notes are an integral part of these balance shedts.
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BATANCE SHERTS
AS OF DECEMBER 31, 1990 AND 1989

LIABILITIES AND ERARBHOLDERS® EQUITY

1990 1989
CURRENY LYABILITIES:
Curgent portion of notes payable $ 3,066,455 & 81,720
Accounts payable and accrued expenses © 1,423,621 © 873,236
Stock vepurchase obligation 108,306 -
Premiums payable to Insurance companies 13,662,369 5,414,979
Total current 1{abititiea 18,240,251 6,069,935
LONG-TERM LIABILITIES:
Aegrued pension 1isbility, nct of current portion 32,413 49,022
Deferred cant 280,954 - 187,696
Notes payable, net of current portien 303,043 349,498
Stock répurchase obligation, net of curvent portion 108,308 -
Total long-term liabilities 224,716 586,216
COMMITMENTS' AND CONTINGENCIES (Note 6) ‘ o
SHAREHOLDERS ' EQUITY:
Common stock, par value $0.01 per sharet
euthorized 100,000 sharess 19,000 and 25,500
fssued and outstanding at December 31, 1990 and
1989, respectively 190 55
Additional patd-in capital 39,999 232,636
Ratained edrnings 3,855,105 1.123;10§.
Total shareholderg' equity : 33855.29& l,!SS.9§S

Total 1tabilities and shareholders’ equity $22,860,761 $8,012,146

SEnauANSSE SANLRewnes

The accompanying notes are an integral part of these balance sheets.
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Furniture and equipment are stated at cost and are depresiated using the
strafght—Line. pethod over the estimated useful lives of the aasets, generally
five: to ten years, Leasehold improvements are amortised over the useful lives
of the assets or the term of the lease, vhichever {s shorter.

{ncome Taxes

gftective January 1, 1986, the Company electsd to be taxed ss an ‘S°
eerporation, As & result, taxable esrnings of the Company, subject to certain
restrictions and exceptions, will be taxad directly to the shareholders.,

the Company reports its income and expenses for fncome tax purposes on the
cesh basis of accounting,

-
v

Ptior Year Reclassifications

Certain prior year reclassifications have been made in the accompanying
financial statements to conform with the current year presdntatica.

3. PROFYIT COMMISSION INSURANCE: -

Effective February 15, 1990, the Company entered into em {nsurance policy to
{usure the tetovery of profit commissions againgt_further losses for the
profit commission c¢ycles ended December 31, 1990%nd 1989, As of December 31,
1990, the Company has recognized revenue of approximately $5.0 mill{on uader

_the policy and anticipates recognizing an additional $2.6 million over the

. AT

term of the policy, which ends December 31, 1992. The $3.0 nillion premius
for the policy is being emortized ratably in relation to recoveries under the
pQIiCYT

&+ RESTRICTED TEMPORARY INVESTMENTS:

The Company maintaing fiduciary accounts for premiums due to fnsurance
companies. The Company retains the interest earned oa these funds but {s

-~ restricted from using the principal balance. Temporary {nvestments are

carried. at cost, which approximates market value., These {nvesttents consist
primarily of commercial paper at December 31, 1990, and municipal securities
at December 31, 1989,

5. RELATED-PARTY TRANSACTIONS:

The Company holds notes receivable from the principal shareholder and chpirman
of the Company totaling $535,000 and $120,000 at December 31, 1990 and 1989,
regpectively, These notgs are payable on demand and accrue {nterest at

8.5 percent per annum (10 percent {n 1989). Accrued interest receivable on
the notes of approximately $76,000 and $48,000 as of December 31, 1990 and
1989, respectively, {s {ncluded {n due from related parties in the

dccompanying balance gheets. -
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